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Unit One

Text: International Trade

International trade, where goods and services move across
borders, is often explained by the theory of comparative advantage,
also called the comparative cost theory. This theory was developed
by David Ricardo, John Stuart Mill, and other economists in the
nineteenth century. The theory emphasizes that different countries
or regions have different production possibilities. A tropical climate
1s better suited for growing bananas than a cold one. A country like
Norway could produce bananas in hothouses, but it is cheaper for
Norway to mmport the bananas than to produce them. Thus,
chimate establishes a trade pattern between a northern and a
southern country. In other cases the availablity of natural resources
may be the trade factor.

The theory of comparative cost points out that trade between
countries can be profitable for all, even if one of the countries can
produce every commodity more cheaply. As long as there are
minor, relative differences in the effictency of producing a
commodity, even the poor country can have a comparative
advantage in producing it. The paradox 1s best illustrated by thus
traditional example: the best lawyer in town is also the best typist
in town. Since this lawyer cannot alford to give up precious time
from legal affairs, a typist is hired who may be less efficient than
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the lawyer in both legal and typmng matters. But the typist’s
comparative disadvantage 1s least m typing. Therefore, the typist
has a relative comparative advantage in typing.

The same holds true for countries. Paul Samuelson, a well-
known United States economist, gives this example: the United
States 1s relatively more efficient than Europe in producing food
(using only one-third of the labor that Europe does) and m
productng clothing (using only one-half the labor). Thus, while the
United States has an absolute advantage in both forms of
production, its efficiency in food production is greater. It has a
comparative disadvantage n clothing. Consequently, a great deal of
clothing 1s exported from Europe to the United States. To
conclude, the theory of comparative advantage states that if each
country spectalizes i products in which 1t has a comparative
advantage ( greatest relative efficiency ), trade between these
countries will be mutually profitable.

Comparative advantage has led countries to speciahize in
particular products and to mass-produce. Sometimes this goes one
step further. Italy gained a comparative advantage over many
countries in mass-producing wine. Frence, self-supporting in wine,
presently 1mports large quantities of Itallan wine, which 1s cheaper.
In turn, a large portion of the French wine production is exported.

It 1s generally assumed that international trade 1s beneficial for
all participants. However, governments can often take protectionust
measures. For example, they can impose tariffs and quotas on
imported items. A tariff 1s a tax on imported items, computed as a
percentage of the import value. An import quota is the maximum
quantity of a product allowed 1nto a country during a given period of
time. These measures are meant to protect domestic industry so
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that imported goods will not be sold cheaper than home-prodluced
ones. At the same time, countries attempt to achieve equilibnam 1n
the balance of payments.

International trade can also be limited due to the high cost of
transporting bulky or perishable goods. Even if the United States
had a comparative advantage over Jordan in producing lampposts,
transportation expenses would prevent exporting them to that
country. Simularly, if Holland had a comparative advantage over
Brazil in producing tomatoes, transportation cost would make these
perishable goods too expensive to sell.

World trade patterns can change and have changed
dramatically in some cases. Japan, a closed society for many
centuries, was opened up to trade at the end of the nineteenth
century. Gradually, Japan gained a comparative advantage in many
industries because its labor cost were lower than in the West.
Although Japan has to import raw materials, it exports the finished
products.

Changes in climate also affect trade patterns. The Sahara
desert, for example, creeps southward at a rate of thirty miles
annually. If no irrigation is provided, countries in sub-Sahara belt
will eventually be deprived of their tropical agricultural production,
and their exports will eventually cease.

Colonialism has been a great stimulus to world trade. Centuries
ago merchants sailed the oceans searching for sources of spices and
silk. At first they had no intention of becoming rulers of foreign
lands. However, the merchants gradually grew more powerful and
their governments became involved in faraway lands.

During colonial periods some industrialization was introduced :

railroads, ports, and roads were built. Some natives were educated
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under a system which stressed European values and life-styles, and
together with their colonial masters, they became an elite group of
merchants and entrepreneurs. But the large rural areas of the
colonies never took part in the economic change. Now that most
former colontes are independent, the new politicians, who were part
of the former elite, face a dilemma. On one hand, they see the need
for the technology and capital funds of the former colonial powers;
on the other hand, they are reluctant to assume the financial or
political obligations that this collaboration may bring.

Many developing nations, rich in minerals and tropical
agricultural products, now try to increase their earnings from these
commodities by forming cartels, which are producers’ associations.
They attemp to increase prices by controlling supply. This is
achieved by limiting production or by imposing an embargo, which
is a suspension of exports.

The best-known and most successful cartel is the O1ganization
of Petroleum Exporting Countries (OPEC), a group of twelve
leading oil exporters from the middle East, Nigeria, Venezuela and
Indonesia.

In 1974 OPEC quadrupled its prices, significantly decreased
production, and established a temporary embargo on exports to the
United States and the Netherlands for political reasons. As a result,
the Western industrialized nations undertook steps to hmit ol
consumption. Though oil prices increased further in 1975 and
1976, demand did not grow as fast as had been predicted, due to
new energy plans that the Western nations made.

Other commodity cartels have followed OPEC’s example. The
seven leading bauxite exporters formed the International Bauxite
Association (IBA). Bauxite is the major raw material in aluminum
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production. Jamaica, one of the cartel members, imposed a six fold
price increase on bauxite, forcing the other members to follow.

The same pattern occurred in phosphate and tin cartels. In
various other commodities, such as nickel, copper, rubber, and
timber, there is a potential for cartelization. Not all cartels will be
successful, as much will depend on future demand. With the
advance of technology, industries may use less copper, zinc, tn and
other resources.

In spite of OPEC’s success, cartels are not easy to organize.
When countries limit production and exports, they deprive
themselves of valuable foreign exchange. When they substantially
increase prices, cartels force consuming countries to speed up
technological research. As substitutes such as plastics and synthetics
are found, the demand for primary commodities decreases.
Obviously, then, there is a growing need for consultation between
producing and consuming nations. This is what is meant by
interdependence among nations.

Commodity futures trading is an important part of buymg and
selling process. A farmer, knowing that he will harvest a crop in
Qctober, may want to sell his wheat in March. He thus protects his
production against a possible price drop. The farmer would sell his
wheat to a commodity dealer, who in turn would sell it to a third
party. The dealer is then said to have hedged his position. He has
bought and sold in the future.

Many commodity futures are bought and sold on commodity
markets, which means that future deliveries are organized. In other
words, commodities are bought and sold at today’s prices for
delivery at a future date. The l.ondon Metal Exchange (LME) is a

commodity market that deals in nonferrous metals, such as copper,
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zinc, lead, tin and silver. In the United States these metals are
traded at commodity Exchange Inc. in New York. The oldest and
largest commodity exchange in the world is the Chicago Board of
Trade, which trades in wheat, soybeans and soybean meal, all
commodities n which the United States is the world’s number one
producer. Today’s international trade could not exist without these

and other small commodity exchanges.

New words and expressions :

comparative advantage LR, HAHEH

comparative cost LB A, HWMEAE

hothouse &=

commodity W&, EXBAXIXMARFLEE R
an article of commerce or a product that can be used for
commerce. In a narrow sense, products traded on an authorized
commodity exchange. The types of commodities include
agricultural products, metals, petroleum, foreign currencies, and
financial instruments and indexes, to name a few.

paradox {\FFEW (A AL ERRKIRE
a statement seemingly self-contradictory but in reality expressing
a possible truth.
It is a paradox, but the older she gets the more active she is.
It was crowded and yet at the same time peaceful. This was a
paradox she often remarked on.

comparative disadvantage (3%, N HHE

mass-produce (mass production) XBEE>, XBEF

self-supporting B&MH, BuW

participant $53%
one who takes part in an activity.
g



protectionist measure {R1 ¥ W&

tariff X%, #X

quota EEH, fR%E; import quota HOKE

home-produced & 4 <4

equilibrium 14
In economics, a condition which once achieved will continue
indefinitely unless one of the variables ( economie or
noneconomic) 1s altered.

balance of payment B>
a summary of the international transactions of a country over a
period of time including commodity and service transactions,
capital transactions, and gold movements.

bulky goods % ZE %KY

perishable goods 554

world trade pattern HRZBEE

raw material [FE#l

finished product #imp &

irrigation EH

sub-Sahara belt #nizid# LlE T

colonialism BRI Y

stimulus  ##, 2 i#E R

spice &1l

elite RN H4
the best or most powerful of anything considered collectively,
especially of a group or class of persons.

entrepreneur A ER, £k E

dilemma #R%EH
a situation requiring a choice between equally undesirable
alternatives.
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capital fund %HZxE &, BAES

collaboration &1 ¥k
working together especially on books or on some research.

earnings K, WA . IRARE
salary or wages, profits and dividends or interest received.

cartel F4§R. RUBAZHEER. tUKE
an association of commodity producers designed to limt
competition among its members with the objective of increasing
profits.

embargo (on) #3& embargo on ship and commerce % i##i
b ]
in nternational trade, the prohibition or regulation of import and
export of goods and/or services.

suspension of exports rhitH 0

Organization of Petroleum Exporting Countries (OPUC R M H
HAR
OPEC emerged as the major petroleumn pricing power in 1973,
when the ownership of oil production in the Middle East
transferred from the operating companies to the governments of
the producing countries or to their national o1l companies.
Members are: Algeria, Ecuador, Gabon, Indonesia, Iran, Iraq,
Kuwait, Libya, Nigeria, Qatar, Saud: Arabia, the United Arab
Emirates, ans Venezuela.

leading FEM®

exporter HOF. HO

quadruple «{F) g M £

energy plan &t &t x|

sixfold =@

phosphate &iE: £
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timber k#

cartelization f4F/R4

foreign exchange 4hiC
cash or other claims (such as bank deposits and bonds) onanother
country, held in the currency of that country.

consuming country (nation) 4%

primary commedity &% R

producing nation(country) %7=F

interdependence #HE k%

commodity futures trading HRMKES

price drop i

dealer ZX4®H

a third party =%

hedge EHRHE
the practice of offseting the price risk inherent 1in any cash
market. Hedgers use the futures markets to protect their business
from adverse price changes.

position T H k<, € BAKF
a market commitment. A buyer of a futures contract 1s said to
have a long position (£ 3k, # ) and conversely, a seller of
futures contracts is said to have a short position (Z53k, & 6.

future delivery EHizstk, B
In futures markets, the fullillment of contracts by actual delivery
of goods is not required until a specified time in the future. Most
of the dealings on commodity exchanges, especially in wheat,
corn, cotton and coffee are in futures, that is, in contracts calling
for “future delivery”. The system requires that products be
standardized. The bulk of futures contracts are not held to

delivery but are closed out ahead of delivery. A relatively low
. 9 .



